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How IAS training

meets individual needs
Each IAS training program is "tailored to fit” the
needs of the individual. This is accomplished through
the IAS elective plan embracing 250 comprehensive
study assignments, covering a wide range of accounting
and management subjects.

• After general accounting principles have been mas
tered, each IAS Diploma Course student selects from
14 electives those leading to his specific training objec
tive. The electives currently available (with the number
of comprehensive study assignments indicated) are:

Basic Auditing (10)
Public Auditing (20)
Internal Auditing (20)
Basic Cost Accounting (10)
Advanced Cost Accounting (20)
Corporation Accounting (10)
Financial Analysis (10)
Business Statistics (10)
Management Control (20)
Economics (10)
Office Management (30)
Accounting Law (10)
Federal Income Tax (10)
CPA Coaching (20)

The school’s 24-page cata
logue, 1954 edition, is available
free upon request. Address
your card or letter to the Sec
retary, IAS....

• With this broad curriculum at his command, each
IAS student can study first those subjects needed im
mediately and can then broaden his knowledge of ac
counting and management through study of additional
electives.
•

INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS
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EDITORIAL
EAST COAST REGIONAL
CONFERENCE
It is springtime in Kentucky. Spring
time, and our thoughts travel to the Eastern
Regional Conference. Are YOU ready to
travel ?
May 21st to 23rd are the dates: Brown
Hotel, Louisville, Kentucky is the place.
Following is the program:
Friday—May 21
Afternoon—Advance Registration
Plant Visitation—Conducted tour
and party
Evening—Open House, Hospitality
Suite
Saturday—May 22
Morning—Registration, Workshops,
General Meeting
Afternoon—Luncheon, Roof Garden
Shopping and Sightseeing
Evening—Banquet
Sunday—May 23
Morning—Brunch—Big Spring Golf
Club
Late Afternoon—Picnic Supper—Ken
tucky Bluegrass Region
Publicity Chairman of the Conference is
Mary Louise Foust, Shelbyville, Kentucky,
who will supply any further information
desired about the conference itself, and
rates and reservations.

WEST COAST REGIONAL
CONFERENCE
Set sail for Long Beach, in the heart of
Southern California, playground of the Pa
cific. Drop anchor Friday, June 18th, at
the Lafayette Hotel, scene of the Confer
ence, and you’ll land in a get together for
early arrivals. The program for the rest of
the Conference follows:
Saturday—June 19
Registration, Technical Session
Luncheon Banquet
Work Shop
Sunday—June 20
Harbor Boat Trip, Visit to Ghost
Town, Knotts Berry Farm
NEW AWSCPA MEMBERS
Lois C. Bell, 1520 S. Carson, Tulsa, Okla
homa. Employed by Aberdeen Petroleum
Corp. Member of Oklahoma Society of
CPA’s and the American Institute of Ac
countants. Studied at Oklahoma A & M and
University of Tulsa.
Diana Rae Hall, 10870 Wellworth Avenue,
Los Angeles 24, California. Employed by
Haskins & Sell. Studied at University of
California at Los Angeles.
Eona Jackson, 4650 No. Cogswell Road,
El Monte, California. Self-employed.
Studied at University of Southern Califor
nia and Southwestern University.
Phyllis E. Peters, 702 Dickerson, Detroit
15, Michigan. Employed by Touche, Niven,
Bailey & Smart. Member of Michigan As
sociation of CPA’s and Detroit Chapter
ASWA. Studied at University of Detroit.
Gloria T. Spaniolo, 10166 Crocuslawn,
Detroit 4, Michigan. Employed by Touche,
Niven, Bailey & Smart. Member of Michi
gan Association of CPA’s and Detroit Chap
ter ASWA. Studied at Michigan State Col
lege.

• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants
and
American Society of Women Accountants
327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually

Copyright, 1954, by American Woman’s Society of Certified Public Accountants.
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MORTGAGE LENDING
By HAROLD JUERGENS
Mr. Juergens is a Vice-President of the Central National Bank of Cleveland
in charge of the Mortgage Loan Division, Vice-President of the Cleveland Con
ference of Mortgage Bankers Association, and a Past President of the Cleveland
Conference National Association of Bank Auditors and Comptrollers. We are
pleased to present his authoritative address given at the February, 1954, meeting
of the Cleveland Chapter of ASWA.
This subject—which you have so gra
ciously asked me to discuss with you—is a
large one involving many things; legal ques
tions, accounting principles, economics, and
public relations. Obviously, it is too com
plex a subject to thoroughly discuss in the
time which has been allotted to me. I will
therefore have to be brief, but sincerely
hope you will not hesitate to ask me any
questions you may have after I have com
pleted my discussion.
I have divided this subject of Mortgage
Lending into four main topics:
1.
Sources of Mortgage funds
2. Legal Restrictions pertaining to Mort
gage Lending
3.
Types of Mortgage Loans
4.
Liquidity
Sources of Mortgage Funds

Generally speaking, mortgage funds come
from Investment Bankers, Life Insurance
Companies, Other Insurance Companies,
Savings and Loan Associations, Savings
Banks, Commercial Banks with Savings De
posits, and Commercial Banks. The funds
which these various types of institutions
have to invest in mortgages are very often
different in character. There is a difference
in the function of the funds deposited and
therefore there must be a distinction in the
functions to which the investment of these
funds must be allocated. Let us take a look
at the types of funds which the various
lending institutions have to invest—
1. Investment Bankers underwrite and
sell to the public equity capital and long
term loans. These are wash-out transac
tions in that the Investment Banker sells
to the public, in the form of stock or bonds,
a participation in equity capital or a loan,
and the funds derived from such sales go
to a particular borrower. There is no obli
gation on the part of the Investment Banker
to repay these funds to the investor.
2.
Life Insurance Companies invest

premiums of their policy holders. Such
investors are primarily long term lenders
because their available funds at any given
time in the future can be measured and
losses determined through the use of mor
tality tables.
3. Other Insurance Companies cannot so
easily determine their losses and their in
vestments must therefore be more liquid.
They cannot invest in long term loans to the
extent that a Life Insurance Company can.
4. Savings and Loan Associations are not
subject to immediate withdrawal of the
funds deposited with them. It is true that,
generally speaking, such funds are paid on
demand, but if and when the demand for
such funds exceeds the cash reserves of a
particular association, it has the legal right
to refuse the request until such time as it
can liquidate sufficient assets to meet the
demand. These institutions usually confine
their loaning activity to long term mort
gage loans.
5. Savings Banks, as the term implies,
take only savings deposits. Such deposits
are primarily funds deposited by indivduals
for the purpose of providing for long term
contingencies, such as retirement, protec
tion of dependents in the event of illness or
death and downpayment on the purchase of
a home. These deposits are generally stable
and the funds are mainly invested in long
term mortgages. Savings Banks can re
quire a 30-day notice of withdrawal of de
posits, but seldom invoke this right.
6. Commercial Banks with savings depos
its can also require a 30-day notice of with
drawal on their savings accounts. This is
very seldom required as savings depositors
have, through custom, regarded savings de
posits as withdrawable on demand. The
funds are deposited for a long term purpose
and can therefore be invested in long term
mortgage loans, But, because such a bank is
also a commercial bank, the savings deposits
are generally not invested in long term mort
the

Entered as second-class matter December 19, 1945 at the Post Office at New York, N. Y., under the Act of March 3, 1879.
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gage loans to the extent that a Savings United States as they apply to such insti
Bank, Savings and Loan Association or In tutions. Any discussion here regarding
surance Company would invest such funds. state chartered Savings and Loan Compa
In fact, the laws regarding the investment nies is limited to those chartered by our
of these savings funds limits the amount State of Ohio. State chartered Savings and
which a bank can invest in mortgages as Loan Companies located in Ohio are limited
we shall see later.
in their loans to 75% of appraisal, but the
7. Commercial Banks (without a savings board of directors, by specific resolution,
department) accept for deposit funds which may authorize loans up to 80% of appraisal
are withdrawable on demand. Such banks on single homes. Loans are limited to a
invest a smaller proportion of their de 20-year due date and must be amortized by
posits in long term mortgage loans. Again, monthly payments. If the loan has a ma
banking laws determine this limitation.
turity of five years or less, no amortization
It can be readily seen that funds depos is required but such loan is limited to 60%
ited with a financial institution are placed of appraisal. Loans on single residences of
in one of two categories. Such funds are over $20,000.00, loans on apartments, com
either short term or long term deposits. It mercial, industrial or any property not a
follows that the institution accepting such single residence are limited to 15% of total
funds must invest them so that it will at all assets, 66 2/3% of appraisal, and must have
times be in a position to pay such funds a maturity not exceeding 20 years if amor
when the depositor has the right to demand tization payments are made monthly. Where
them. Loaning institutions accepting only loans are made on income property, the in
demand deposits will have very little in come must retire the loan within the time
terest in mortgage loans and, conversely, of maturity. No loan may be made to any
institutions having only savings deposits one borrower in excess of 4% of total de
will be very active in the mortgage loan posits of that company. Mortgage loans
field. Those which have both demand and are limited to properties located within 50
time deposits must allocate the investment miles of the main office of the company.
of these funds carefully.
Loans for the purpose of repairing real
estate may be made if the loan does not ex
ceed $1,500.00, does not have a maturity in
Legal Restrictions on Mortgage Lending
excess of five years, is amortized in equal
Our government, both federal and state, monthly payments, and the borrower is al
has placed certain limitations on financial ready obligated to the lender on a first mort
institutions as to the type of loans which gage loan on the same property. Such loans
they can make and the amount which can in total may not exceed 10% of the total
be lent in any particular transaction. Keep assets of the lender. All loans insured by
in mind that these restrictions do not apply Federal Housing Administration may be
to Government Insured Loans, which will made in accordance with the terms approved
be discussed later. I will not attempt to by FHA. All loans insured or guaranteed
give all the restrictions, as some of them by the Veterans Administration may be
are very involved, but will limit this dis made providing 20% of the total loan is so
cussion to the basic limitations.
insured or guaranteed.
Insurance companies are limited by the
Federal Savings and Loan Associations
laws of the State in which they are incor are limited to 80% of appraisal on single
porated. Time would not permit a full dis homes providing the loan does not exceed
cussion of these limitations. Generally $20,000.00. If over this amount, the loan
speaking, a mortgage loan made by an in
is limited to 75% of appraisal. This also
surance company is limited to 66 2/3% of
the appraised value of the property to be applies to dwellings containing from two
mortgaged, and such loans must be amor to four units and combination residential
tized over a period not exceeding twenty and commercial property. The maturity of
years. Loans may be made on all types of such loans is limited to 20 years. Residential
real estate including residential, commercial properties containing more than four units
are further limited as to amount in rela
and industrial.
Savings and Loan Companies are of two tionship to appraisal and in maturity de
types, state chartered and federally char pending on the terms of amortization. All
tered. Those which are state chartered are loans over $20,000.00 plus all loans on prop
governed by the laws of the State in which erties other than single dwellings are lim
they are located. Those which are federally ited to 15% of total assets of the lending
chartered are governed by the laws of the institution. The area in which loans can
5

sures that the loan will be repaid. On ex
isting construction such loans are limited
to 80% of FHA’s appraisal and a maturity
of 20 years with equal monthly installments.
On new construction such loans are limited
to 95% of the first $7,000.00 plus 70% of
the balance, providing FHA valuation does
not exceed $11,000.00. If the valuation ex
ceeds $11,000.00, then the loan is limited to
80% of valuation, with a maximum of 25
years. F. H. A. has minimum construction
requirements. If not adhered to, FHA will
not insure a loan. On existing construc
tion the loan is limited to one- to four-fam
ily units with a maximum loan of $16,000.00
on any single- or two-family home, $20,500.00 on any three-family, and $25,000.00
on any four-family. I understand that a
new regulation will be forthcoming which
will increase these limitations as to the maxmum loan permitted. FHA will insure
loans on construction for apartments, but
such loans come under different regulations,
which I will not attempt to discuss here.
Only loans on residential property are in
surable under FHA regulations.
G. I. Loans are made by the lender with
the approval of the Veterans Administra
tion who will guaranty the loan up to 60%
with a maximum guaranty of $7,500.00.
The veteran purchaser must use the mort
gage premises as his home, but such home
is limited to four units. No downpayment
is required and loans can be made up to a
maximum of thirty years. Such Ioans are
not always available because many lenders,
as a matter of policity, will not make such
loans, even though government guaranteed,
with no downpayment and for a period of
thirty years. Today, lenders in this area
are usually requiring a downpayment of
20% with a maximum maturity of twenty
years. The Veterans Administration ap
praises the property on all GI Loans and the
veteran purchaser cannot pay a price in ex
cess of such appraisal.
Conventional Loans are those mortgage
loans which are made by a lender without
a government guaranty. All such loans are
limited by law as to amount, time, and
amortization requirements. The type of
real estate offered as security for the loan
has a great deal to do with how far a lender
will go in granting such credit. The ability
to repay is far more important than is the
relationship between the loan requested and
the appraisal of the property.
What is a lender looking for when con
sidering a mortgage loan application? It
varies with the type of property involved.

be made is limited to properties located
wthin 50 miles of the home office. All loans
insured by FHA may be made. All loans
insured or guaranteed by V. A. may be made
providing 20% of the total loan be insured
or guaranteed or loans may be made in an
amount permitted by the regulations plus
the amount guaranteed by the V. A.
Mutual Savings Banks operate under laws
of the State in which they are located. Such
laws are identical to laws governing other
state banks, so far as mortgage lending is
concerned, with one exception—they are
permitted to make loans up to 66 2/3% of
appraisal while other State Banks are lim
ited to loans up to 60% of appraisal.
State Banks may make mortgage loans on
all types of real estate excepting vacant
property. Such loans are limited to 60%
of appraisal, a maturity of 12 years, and
regular amortization which will liquidate
48% of the loan in the twelve-year period.
Such loans can only be made in Ohio or any
contiguous State. Total mortgage loans are
limited to 60% of total time deposits or
capital and surplus, whichever is greater.
National Banks may make mortgage loans
on all types of real estate excepting vacant
property. Such loans are limited to 60%
of appraisal, a maturity of 10 years and
regular amortization which will liquidate
40% of the loan in the ten-year period.
Such loans can be made anywhere in the
U. S. or its possessions. A loan to one bor
rower is limited to 10% of the bank’s cap
ital and surplus. In addition, total mort
gage loans are limited to 60% of total time
deposits or capital and surplus, whichever
is greater.
In all of the above institutions, mortgage
loans can be made only on first mortgages.
No loans are permitted on second mort
gages, land contracts, or other junior inter
ests in real estate. Some exceptions are
made in case of lease-hold loans.
Types of Mortgage Loans

Mortgage loans can be classed as govern
ment insured loans and those not so insured,
generally referred to as conventional mort
gage loans. All of the legal limitations pre
viously referred to apply only to conven
tional mortgage loans and do not apply
to government insured loans.
Government insured mortgage loans are
of two types, those insured by Federal
Housing Administration and those insured
or guaranteed by the Veterans Admnistra
tion.
F.H.A. Loans are made by the lender,
with F. H. A. approval, whereby F. H. A. in
6

In the case of a loan to purchase or con buy a home cannot afford to do so. This
struct a home for an individual, an ap is particularly true because overtime pay
praisal of the property is first made by the has been almost eliminated and there are
lender to determine the fair market value fewer wives working. Many lenders will
of the property, and whether the pros not go along with these low downpayments
pective borrower is paying an inflated and long term loans as they believe they
value for the property. After it has been have a duty to their borrowers to protect
determined that the price of the property them as much as possible. Few borrowers
is reasonable, you might say that is suf realize the extent to which the price of a
ficient security for the loan. However, we home increases under long term financing.
have found from experience that the most For example, let’s say some individual
important feature in making these loans wishes to build just about the lowest price
is the ability of the borrower to repay. If home available in today’s market, which
a lender has to write letters, make tele would cost about $12,000.00 in this area.
phone calls, send second and third pay He has a downpayment of $2,000.00 and
ment notices to a borrower who is delin therefore wants a loan of $10,000.00. The
quent on his payments, the servicing of table below shows what the ultimate cost
the loan is too costly and the loan becomes would be for various term lengths. The
unprofitable. Furthermore, a lender would payments include interest at 5%.
be doing a disservice to anyone to grant Term
him a loan which he cannot repay. Any
in
Monthly
lender therefore requests a prospective Years
Payment
Total Cost
borrower to execute an application for the
10
$106.07
$14,728.40
loan which contains such pertinent in
15
79.08
16,234.40
formation as his employment status, age,
20
66.00
17,840.00
income, assets and liabilities sufficient to
25
58.46
19,538.00
determine whether or not the borrower has
30
53.69
21,328.40
the ability to repay the loan. His past
40
48.22
25,145.60
credit record is also examined. If he is
At this point I would like to mention
the type who does not pay his obligations
as he should, no loan will be granted no loan applications with co-signers as this
seems to be becoming more prevalent.
matter how good the security may be.
As explained before, each lender has Housing has been in short supply and
certain maximums governed by law be prices high. As a result, many cannot af
yond which such lender cannot extend ford to make the payments and therefore
credit. This does not mean a lender will cannot obtain a loan. They then ask the
grant loans up to such legal limits. Each lender to accept the co-signature of some
lender has his own policy. For example, friend or relative, to induce the lender to
our policy is to make loans on single homes grant the loan. The experience of lenders
to a maximum of $25,000.00 for a period of with this type of loan has been very poor
not over fifteen years in a good residential because they have found that when the
section, and only for a period of ten years primary borrower defaults the co-signer
on homes in poorer locations. Why should has no interest in paying the debt.
Where loans are made on commercial
a lender require shorter term loans than
the law permits it to make? First, any properties, apartments, or a combination
lending bank must never forget its respon of both, the most important item to the
sibility to its depositors and stockholders. lender is the earning power of the prop
Making loans for too long a term might erty. In other words, will there be suf
jeopardize the funds deposited or invested ficient funds remaining to make the pay
in such institution because the value of ments on the loan after all necessary ex
the security may depreciate faster than penses, such as taxes, insurance, repairs,
the balance due on the loan, eventually heat etc. are deducted from the total rental
resulting in a loan on which the balance income. Banks usually require such loans
due is greater than the value of the se to be amortized over a shorter period than
curity. There is a great deal of activity a residential loan. It is our policy to ask
and pressure in Washington at the present for amortization which will repay the loan
time to decrease down payments and ex in from five to seven years. In some few
tend the maturity of FHA loans to forty cases we might agree to make a ten year
years. Why is this being done? Because loan, but if the borrower requests or needs
the price of housing has advanced to such a longer term, we advise him to contact
an extent that many people who want to
(Continued on page 12)
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Chapters in Action

OPENING NIGHT of INCOME TAX FACTS, A TV TAX PANEL
During the tax season just past the Houston Chapter of ASWA presented an income tax
program on the University of Houston television station, KUHT-TV, which proved highly successful.
Participating in the opening night session pictured above, from left to right, were: Moderator,
Dr. Eugene H. Hughes, Panelists, Mr. Howard M. Daniels, CPA, Mrs. Dora B. Ellzey, CPA, and
Mrs. Irene Davidson, CPA. We believe Houston’s experience will be of value to other accounting
organizations and are pleased to present the following summary of the procedures and program as
prepared by Etta Jane Butler, CPA, President, Houston Chapter ASWA.

gested by the ASWA committee. As the programs pro
gressed, questions from the viewers were incorporated
as they pertained to the phases of tax procedures be
ing discussed. Generally, it was decided to direct the
program to Mr. and Mrs. Ordinary John Q. Taxpayer
and to keep the discussions away from more technical
questions. The time element was a factor in this
decision, as well as an attempt to present informa
tion of value to the greatest number of viewers.
The continuity of the series was approximately in
the order of the divisions of the tax forms. There
fore, the first programs presented fairly complete
discussions of the three forms for individual tax
payers with information given so the taxpayer could
decide which form to use. Subsequent programs con
cerned taxable income and how to present it on the
tax forms, deductions toward adjusted gross income,
the supplementary schedules, and finally, itemized
deductions.
To test the audience response, a “gimmick” was
offered to those listeners who requested it. Repre
sentatives of the tax services were contacted and
asked to supply copies of their annual booklets of

Early in January, Dr. Eugene H. Hughes, Dean of
the College of Business at the University of Houston,
and Mr. Howard M. Daniels, CPA, Chairman of the
Accounting Department, were contacted by the Hous
ton Chapter of ASWA. They agreed that the College
of Business would be co-sponsors with the American
Society of Women Accountants of a tax program to
be entitled INCOME TAX FACTS. A panel-type
program was deemed to be most interesting to the
viewers and general plans were presented to Mr.
George Arms, program director at the University TV
station.
The programs were presented bi-weekly, on Tues
day and Thursday evenings from 8:00 to 8:15 p.m.
for three weeks beginning February 9th. Dr. Hughes
and Mr. Daniels each acted as moderator during the
series. Six CPA’s of the Houston Chapter appeared
as panelists, two each week, and the University ac
counting staff supplied one panelist for each program.
The nucleus for the program material was a
booklet published by the American Institute of Ac
countants entitled “1954 Guide for Tax Information”
which contained questions on tax problems of individ
uals. This material was expanded by questions sug

(Continued on page 15)
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LIFO METHOD OF INVENTORY VALUATION
By ELEANOR T. GOVE and MARGARET L. HOWELL

Eleanor T. Gove and Margaret L. Howell are First and Second Vice-Presi
dents of the Seattle Chapter of ASWA. Their discussion of the advantages and
disadvantages of the LIFO method of inventory valuation was presented at the
December, 1953, meeting of the Seattle Chapter.
method, the inventories would be valued
according to the earliest cost. Therefore,
in a period of high prices, sales would be
matched against high costs, and in a period
of low prices, sales would be matched
against low costs, thus stabilizing profits
and protecting working capital.
Naturally, LIFO would have an effect
on the Balance Sheet. It would be neces
sary to make adjustments so that it would
coincide with the profit and loss state
ment. Showing assets and liabilities at
current values, taking into consideration
the depreciation and appreciation of plant
assets, can be handled through accounts
such as “Reserve to Prevent Capital Im
pairment”. Standard costs could be used
during the year for monthly statements,
and at the end of the year adjustments
made to arrive at inventory based on LIFO.
The inventory consequently would be com
posed of the earliest purchases.
Probably too much emphasis has been
put on the problem of accounting for
profits, taxwise. The paying of dividends
and profit-sharing are affected by what
ever method is used in reporting net in
come. This necessity for paying stock
holders according to reported profits, based
on sale of goods which were bought at low
prices and sold at inflated prices, could
become a drain on the working capital of
management. This could seriously affect
their ability to repurchase goods at higher
prices. Showing of higher profits on their
statements also encourages bargaining
agents to feel justified in asking for wage
increases. LIFO should overcome this dif
ficulty, and assist management in main
taining a stable business with adequate
working capital.

Advantages of the LIFO method of valu
ing inventory—Eleanor T. Gove

Under present marketing conditions
LIFO is beneficial to business from the
standpoint of avoiding over-stating earn
ings. It makes no claim to substitute re
placement cost for historical cost of sales,
but simply matches the latest incurred
costs against sales. With variations, LIFO
can be adaptable to any business, but it is
especially suitable for specialized types of
businesses where the inventories lose their
identities after they are acquired.
During these times of rising prices,
profit shown on goods purchased at a lower
price than today’s prices and sold at the
advanced prices is really a fictitious profit.
Considering the fact that it is necessary
to pay a much higher price for goods to
replace those sold, it appears more logical
to conclude that the added cost of main
taining inventories should be charged
against the operations in the year it occurs.
This method brings all prices to a current
basis for profit and loss computation.
Since the inventory cost value has not
been increased when the prices go up,
there is no corresponding reduction needed
when the prices go down. It is an obliga
tion of the accountant to report profits on
a strictly factual basis. The LIFO theory
is that the most recent prices contain an
element of inflation which should not be
allowed to remain in the inventory ac
counts because the inflated value will not
be realized until the items are sold.
In a long period of inflation, the real
value of LIFO becomes apparent. Com
panies which have not been using the LIFO
method have shown profits due to the in
crease in the valuation of their basic in
ventories. None of this increase has been
realized, and, should prices level off, the
increased capital required to carry the
same inventories will have been classed
as a realized profit. This would not actually
be realized until such time as the inven
tories are reduced or eliminated.
Using current costs in comparison to
current sales is the logical solution in
arriving at current profits. Under this

Disadvantages of the LIFO method of
valuing inventory—Margaret L. Howell

Last-in, first-out, or LIFO, is a method
of valuing inventories at cost. In LIFO, it
is assumed that the last goods purchased
are the first sold. There may be times when
this is the actual order of material usage,
as when the last goods received may be
issued first because they are on top of a
pile or a bin, but usually this is not true.
9

ruling could be obtained from the Treasury
Department to the effect that showing the
current costs would not violate the code
and disqualify the registrant from con
tinued use of LIFO. The Treasury Depart
ment refused to issue such a ruling. “Ac
cordingly, it was reasoned that taxpayers
using the LIFO inventory method cannot
afford to disclose in their accounts or re
ports, by means of a parenthetical note or
otherwise, the inventories computed on
any basis other than LIFO.” Proponents
of LIFO are, of course, requesting amend
ment of the regulations so that current
replacement cost of the inventories may be
shown on the balance sheet.
LIFO has been widely described as a
means for eliminating “unrealized” profits
in the inventory. The basis for this state
ment that imputes that profits under cost,
or cost or market methods include “un
realized” and “unrealizable” profits is that
the larger profits on a rising market under
those methods are tied up in or are re
quired to cover higher cost of inventories.
The profits are not available for distribu
tion if the business is to continue. In my
opinion, the term “unrealized profits” is a
misleading description of the situation. I
found one writer who used the term “tem
porary” profits. In the view of Professor
Moonitz, as expressed in the June, 1953,
issue of The Journal of Accountancy,
“Profit emerges not later than at the time
of sale or collection from customer; re
investment in similar items has no bearing
on whether a profit was or was not realized
on the investment and liquidation of items
previously held.”
The LIFO method tends to equalize
periodical profits during a cycle of years
in which prices rise and fall. This effect
is often mentioned but never stressed.
Equalization of income is not a proper ac
counting objective. It is stated in Account
ing Research Bulletin No. 32, “An im
portant objective of income presentation
should be the avoidance of any policy of
income equalization.” The equalization un
der LIFO results, of course, from matching
latest costs incurred with current revenues.
When prices are high, matching latest high
costs with current revenues yields less
profit; and when prices are low, matching
latest low costs with current revenue yields
more profit.
Sometimes LIFO is said to present a
more realistic profit. However, since busi
ness cycles have been with us for a long
time and will probably continue to be with
us, methods of recognizing them would seem

The LIFO method leaves the oldest costs
of a period more or less remote in the in
ventory.
The popularity of LIFO is often at
tributed to the tax advantage it confers.
It did not become at all popular until the
late 1930’s, when the rate of federal in
come tax became sizable. At that time
there was no averaging provision in the
tax law, such as the carry-back or carry
forward of operating losses which we have
today. Consequently, a firm paid high taxes
on large profits during a favorable cycle,
but could look forward to no relief or off
set if net losses were suffered later. George
0. May, CPA, in his book Financial Ac
counting, makes the following statements:
“Altogether, the method has less useful
ness than many of its adherents claim for
it, and it is doubtful whether it would
have gained its recent popularity but for
the prospect of using it to reduce taxes in
a period in which prices and tax rates were
rising and the law was unjustly insistent
on the false concept of each year as an
entirely separate taxable unit. Now that
the law has been amended so as to recog
nize the essential continuity of business
and of the process of profit earning, and
contains provisions for carrying losses
forward or backward, the tax appeal of
LIFO is greatly reduced and further ex
tension of its use is not so probable as it
seemed before those changes were made.”
A deterrent to acceptance of the LIFO
method is a provision in the income tax
law that LIFO must be used for reporting
purposes if it is to be used for tax pur
poses. No statements may be issued to
partners, stockholders, or for credit pur
poses on an annual basis, using another
inventory method, without disqualification.
Interim statements, however, are per
mitted. It would appear that the authors
of this requirement felt that a taxpayer
should not be permitted to use a method
of determining income subject to tax
which he is unwilling to accept as clearly
reflecting income for financial statement
purposes. It has been suggested that the
objection to the effect of LIFO on the
balance sheet, namely, the over or under
statement of the current asset inventory,
is not so important because market value
may be stated parenthetically. In an article
in the June, 1953, issue of Taxes, Mr. Ray
mond A. Hoffman, CPA, writes about an
instance where the SEC insisted that a
registrant using LIFO should disclose the
current market value of inventories. The
registrant was agreeable providing that a
10

below the former basic minimum, the
“reservoir” level is permanently reduced.
The Internal Revenue Code does not per
mit the write-down of LIFO inventories to
market where market is lower than the
LIFO inventory cost. Legislation will be
presented again this next session to legal
ize the write-down of LIFO inventories to
market. Although many accountants ap
parently are not bothered by an understate
ment of inventories in the balance sheet,
it would appear that substantial over-valu
ation of inventories in the balance sheet
would require a qualified report. Substan
tial over-valuation of inventories could oc
cur if prices should decline considerably.
This fear of declines in prices below costs
prevailing on the basic LIFO date is un
doubtedly the greatest deterrent to a more
widespread adoption of LIFO. It is sug
gested that legislation to permit the write
down of LIFO inventories to market would
place LIFO taxpayers who adopted LIFO
at a time of comparatively high prices sub
stantially in the same position as competi
tors using LIFO with a lower price level
as a starting point. Such legislation is also
desired because it is generally recognized
to be unrealistic to carry inventories in
financial statements at an amount exceeding
market value. The people who advance this
theory have not been so bothered about the
realism of an inventory substantially under
stated in the balance sheet. It seems that
some of the disadvantages of LIFO are
about to be overcome through legislation.
In his article Lifo-or-Market-Plan, in the
January, 1953, issue of Accounting Review,
K. Engelmann points out that “If the pro
posed amendment should become law, in
consistency through changing methods
when the trend changes would be legalized;
it should be clearly understood that the
right to adjust the inventory price level
downward to lower market values does not
represent a mere modification of LIFO; it
is a complete reversal of the method for the
year at the end of which the adjustment is
made.” Mr. Engelmann goes on to say, “The
amended LIFO method, which some writers
call LIFO OR MARKET WHICHEVER IS
LOWER, would better be characterized as
LIFO OR NON-LIFO, WHICHEVER IS
MORE CONVENIENT FOR TAX PUR
POSES. If adopted, the Internal Revenue
Code would favor a principle of expediency
to dominate one of the most important fields
of accounting, in contrast to the principle
of consistency which is one of the main pre
requisites of every sound accounting sys
tem.”

to be more realistic than those which do not.
LIFO theory assumes a certain minimum
amount of inventory which must be on hand
at all times to permit normal operations. In
ventory above this minimum is necessary to
fill current-period sales and is charged out
at current purchase cost. During the war
emergency, 1941-47, part of this basic or
normal LIFO inventory was commonly
liquidated. As Moonitz points out, “It is
significant that liquidation occurred even
among companies which had asserted their
basic or normal LIFO inventory was essen
tial to operations, that it was ‘fixed’ by
technical considerations and could not be
liquidated without suspension of activity.
Still they continued to operate, and on a
high level. It is also significant that these
companies were not willing to take the con
sequences, taxwise, of their use of low
valued inventories in a period of high prices.
The result was an extension of LIFO to in
clude ‘next-in, first-out’ to permit the deduc
tion of the costs of units subsequently ac
quired from revenues previously realized
and wholly unrelated to the replacement of
the ‘involuntarily-liquidated’ basic stock.”
Professor Moonitz’s remark about NIFO,
next-in, first-out, refers to legislation which
was passed to alleviate the distress LIFO
users found themselves in when their in
ventories were involuntarily liquidated due
to conditions beyond their control which
arose as a result of the war emergency. It
is now being proposed that a similar relief
provision be enacted applicable to liquida
tions of inventory quantities attributable to
other causes, such as labor difficulties at tax
payer’s plant or at the plant of a supplier,
fire, flood, inclement weather, and so forth.
Because of the difficulty of defining such
involuntary liquidations completely, it has
been suggested that the statute be amended
to permit taxpayers to have all decreases in
LIFO inventories subject to replacement
within a certain period, such as five years.
It is pointed out that this would “remove
the disturbing economic conditions in some
markets where the principal members of an
industry are making abnormal purchases at
the same time to build up inventory quan
tities which were temporarily diminished.”1
Prices have actually risen in some markets
because LIFO users were making purchases
to avoid having inventory quantities at the
end of the year below those at the beginning
of the year. There are also cases where busi
nessmen have deferred making shipments
of merchandise for the same reasons. As
you know, when a year-end inventory falls
1 Hoffman, Raymond A., June, 1953, Taxes.
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an insurance company as they are in a
better position to make such long term
loans.
The ability to repay is all important in
loans on industrial property. In times of
economic stress such properties have prac
tically no market and deteriorate very
rapidly. How do we determine the ability
to repay? The only way is to analyze the
financial status of the user of the property.
We require at least three years operating
and balance sheet statements. Many in
surance companies require such state
ments for a period of ten years. Because
the soundness of such loans depends on
the profitable operation of the business,
which is not completely predictable for
the future, we require such loans to be
amortized in a period of not more than
five years. Insurance companies will gen
erally make them for ten years and in some
cases for fifteen years.
We grant Construction Loans of all
types, conventional, FHA and GI, but such
loans involve additional problems and ad
ditional risk on the part of the lender.
Where FHA of VA issue a commitment to
insure a loan, if it is a construction loan,
such commitment is not effective until and
unless the home is completed in accord
ance with its rules and regulations. There
fore, if a home is not completed by the
contractor the lender has no insurance
unless he steps in and completes it. Com
pletion of the home is therefore very im
portant and a mortgage lender generally
checks on the reputation and performance
of the contractor before a construction
loan is granted. If the report is not satis
factory, the loan is declined no matter how
good the loan might be otherwise. We also
require the borrower to submit a signed
copy of the contract between himself and
his contractor and such contract must be
for a firm price. We make it very clear to
the borrower that we in no way guaranty
that the contractor will perform in ac
cordance with his agreement. Each time
the contractor requests funds during the
period of construction, we inspect the
property to determine the percentage of
completion and will only advance the funds
on that basis. This procedure, primarily
for our own protection, is, indirectly, some
protection to our borrower.
Generally speaking, insurance companies
will not make these construction loans and
banks do not like the long term loans that
insurance companies are very much inter

ested in. Very often a borrower will re
quest a construction loan for a term not
acceptable to a bank but which an insur
ance company would be very willing to
make. Such deals are usually worked out
by the bank agreeing to make the construc
tion loan with a take-out commitment
from the insurance company to purchase
the loan after the building is completed.
This arrangement is satisfactory to all
concerned, the borrower, the banker, and
the insurance company, and is the type of
transaction in which we, a primarily com
mercial bank, are very much interested.
Liquidity

You probably have noticed that I have
been stressing liquidity of investments
throughout this discussion. I would like
to explain to you the importance of liqui
dity to a commercial bank by reviewing
what happened in the mortgage loan and
government bond market during the year
1953.
For many years now the government has
been supporting the government bond
market, through the medium of the Fed
eral Reserve Bank, which would purchase
these bonds on the open market whenever
the market threatened to go below par.
This support has been one of the prime
reasons for the inflation which we have
had for many years. When the Republican
administration came into power, its policy
was to avert further inflation and the Fed
eral Reserve Bank stopped supporting this
market. As a result the market for long
term government bonds gradually went
down from a high of 103 to a low of 90.
Long term investors as a general rule in
vest their funds in these bonds until such
time as they have an opportunity to re
invest in mortgages, at which time the
bonds are sold on open market. But when
the bonds went below par as far as 90,
the investor could not afford to sell the
bonds and take such a large loss. Many
long term investors were forced to with
draw from the mortgage lending field and
money became very tight. The interest
rate rose. This in turn resulted in the mar
ket on mortgages carrying the old interest
rate declining to the point where govern
ment insured mortgages were selling for
as low as 89 in some localities. Limited
by the legal restrictions placed on mort
gage lenders as to the total funds they can
invest in mortgages, many lenders had to
retire from the mortgage lending field, as
(Continued on page 13)
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GRANDMA CAN EARN $11.92 AN HOUR
or Never Underestimate the Power of a Woman

By MARIANNA BROWN, Louisville Chapter ASWA
Statistics have awakened mankind to the
economic and physical powers of women. It
has been proven that women own 70 percent
of the wealth of the United States and have
a life expectancy longer than men. Now it
is discovered that a woman, 65 years of age,
can earn $11.92 an hour. Her employment,
despite age, is in demand! She offers ex
perience with her services, and knowledge.
No one knows the details of baby sitting
better than a grandmother!
The law states that a baby sitter for
anyone except spouse and offspring, who
works 67 hours a quarter at 75 cents an hour
for six quarters, is eligible for Social Se
curity. Grandma is no ordinary Grandma,
she knows the Social Security law.
Grandma began baby sitting for the
couple next door. She charged 75 cents an
hour and sat about 22% hours a month, or
the minimum 67 hours per quarter as re
quired under the law. She received $50.25
a quarter. After 1½ years, with a total
wage of $301.50 and at the age of 67 years,
she filed for Social Security. She is now en
titled to receive $25.00 a month a long as
she lives. The tax paid to Uncle Sam
amounted to only $9.05 ($301.50 x 3%).

The value of her right to the $25.00 a
month income the rest of her life according
to insurance company refund annuity rates
is $4,500.00. In other words, to receive a
$25.00 a month income from an insurance
company she would have to pay a premium
of $4,500.00, but by baby sitting for a few
hours each week during a period of 1½
years she is receiving the same income from
the government as the result of the payment
of a premium of $9.05. Grandma then re
covers her investment (½ of $9.05) in taxfree income more than 60 times each year
—and for life.
What is Grandma’s compensation for
tending the neighbor’s children? Grandma
earned the total amount of $4,801.50
($301.50 plus $4,500.00). This amount
divided by her total number of working
hours, 402 hours (67 hours x 6 quarters),
gives her an average wage of $11.92 an
hour Grandma, by working about 5 hours
and 15 minutes a week for 1½ years at 75
cents an hour, actually was receiving
$301.50 in cash during the period and sav
ing $4,500.00 for her old age to be received
in monthly cash installments of $25.00 her
remaining life. Never underestimate the
power of a woman!

(Continued from page 12)

ernment bonds are now at 99 and govern
ment insured mortgages are selling at
about par. Money is loosening up and it
appears as though the available supply
will be more adequate during 1954.
From these facts, I believe it is obvious
that a commercial bank cannot tie itself
up in too many long term mortgage loans
since it must always be in a position to
meet the demands of depositors and com
mercial borrowers. Liquidity is all im
portant.
You women, as accountants, undoubtedly
are asked for financial advice from your
clients at various times. I would like to
suggest something to you that comes to
my mind from a recent experience we had
at our bank. The owner and operator of a
small manufacturing company applied to

they could not sell the older mortgages
without taking a serious loss.
It is evident that government bonds and
government insured mortgages are not as
liquid at times as one would expect. The
government had to raise the interest rate
on new issues of long term bonds from
2½ to 3¼%. Interest rates on GI’s were
increased from 4 to 4½%, on FHA loans
from 4¼ to 4½% and rates on prime con
ventional mortgage loans in our area went
from 4½% to 5%. This did not correct
the situation, because, in order to make
new loans, the lender would have to sell
the older loans or government bonds at a
loss. Mortgage money remained tight
through most of 1953. The Federal Re
serve Bank resumed purchasing govern
ment bonds late in 1953. Long term gov

(Continued on page 15)
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IDEA EXCHANGE
By THEIA A. CASCIO, Beverly Hills, California

The Accountant — Cooperating
every department

creases the cost in the same proportion. In
creased production may have diminished
per unit costs of fixed General and Adminis
trative expenses and the lost-time factor
taken into original standards.
In making runs of certain items, how ad
vantageous is it to accumulate inventory
for future sales? Is it a product that has
immediate sale value, or will expensive
space be used to store it for a sale many
months away?
The potentialities in cost accounting are
unlimited, and always an aid to the pro
duction foreman; particularly when the
accountant’s approach is cooperative.

with

Sharpen that pencil point, Accountants,
and get mindful of all the departments in
your organization or those of your various
clients. You can be helpful in many ways
and increase your value and efficiency by
using the information in your records to
aid others. In other words,—make your
figures work for all departments.
Sales Department
Along the business road there is a meet
ing place for the enthusiastic salesman and
the cautious accountant. Analyses of prior
years’ business and costs for sales purposes
are functions in which both salesman and
accountant must participate.

Personnel Department
An analysis of the number of days an
employee works can be helpful to this de
partment. The days off may have been re
quested lay-off, but the Personnel Manager
can investigate other reasons when it is
time to cut the staff, transfer employees to
other departments, or when promotions are
in order.
Sometimes, too, it is helpful to personnel
to know which employees thriftily take de
ductions for Government Bonds or other
savings;—which employees take pay ad
vances continuously if the company permits

Monthly recordings of sales of various
products or services for comparative years
will aid the sales manager in forecasting
future sales on certain items and show him
the seasonal trends. The line or bar graphic
charts are acceptable presentation of the
accountant’s data for trend purposes,—a
quick picture of what has happened. To go
to an extreme, he can see that instead of
pushing snow shovels in July, the company
can save expense plus salesmen’s time by
putting the stress on an item that has more
summer appeal—like lawn mowers.
Costing for sales purposes is another aid.
Why have the Sales Department put forth
expensive efforts on a low-profit item that
will sell anyway if the figures prove that a
high-profit item needs just a small increase
in production and sales to make it a real
money maker for the company?

such practice.
Management

Accurate Financial Statements have long
been a chief tool of management in deter
mining current cash position or the depart
mental profit or loss position of a business.
The speed with which these statements can
reach management is important, as losses
should be caught immediately and steps
taken toward correcting the situation, if
possible.
Future planning for expansion, sales and
advertising campaigns, and many produc
tion programs are determined through
analyses of the financial statements as pre
pared by the accountant. Therefore, make
sure they reflect accurately the company’s
operations to date.
Do not lose yourself in static record keep
ing. Make your work come alive through
efforts for all departments.

Manufacturing Department
The need for knowing “how much does
it cost to produce” is very real to the fore
man. A standard cost may be set, but the
variation from standard is an ever-present
threat to the production engineer. Has the
breakage of tools or lost time of workers
exceeded the amount allotted in standard?
If orders demand overtime work to meet
delivery schedules, how does the overtime
rate affect the cost? It is not always fair
to say that time-and-a-half pay to labor in
14
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because of its complicated nature and would suggest
that viewers with such a problem should consult
competent tax counsel. Also several questions were
received concerning some problem mentioned briefly
which proved the listener had not previously realized
he had a tax problem.
Fourth, questions from the viewers illustrated the
confusion in their minds caused by the then current
articles in the newspapers concerning proposed
changes in the tax regulations being considered for
the 1954 Tax Law. It was important to mention fre
quently that “such and such” was the rule concerning
returns for 1953, but that there might be a different
rule for 1954 tax returns.
*
*
*

completed tax forms for 1953. Prentice-Hall, Inc.
and Research Institute of America made a sizable
quantity of these available. During each program
the moderator showed the booklets to the audience
and promised a copy to viewers who would write
the TV station requesting it. The public reaction,
quite frankly, was greater than anyone anticipated
and the initial supply of booklets was exhausted be
forethe series reached the half way mark.
Listeners were also requested to send in any
questions regarding their individual tax problems
and were promised that they would be answered by
the panelists, time permitting. Experience proved
that about one in fifteen of the requests for booklets
also contained a question of one sort or another. The
greater number of questions concerned the deducti
bility of carrying charges, problems involving item
ized deductions, and eligibility of relatives to qualify
as dependents.
The series taught the following lessons, which are
worth consideration by those contemplating similar
programs:
First, the telecast time in the early evening was
ideal but a thirty minute program, rather than fif
teen, would be more desirable. By the time the pro
gram was announced, the panelists introduced, and
the “gimmicks” offered to the viewers, too little
time remained before the director began to make
violent motions to warn that time was running out.
Second, six programs limited the presentation to
the “high spots”. A longer series of eight or ten
programs would allow more complete presentation.
Third, the choice of the less technical phases of
tax procedures was correct. Here again, time was
one factor as well as an effort to avoid problems con
taining too many “ifs, ands, and buts”. Often a
panelist would state a certain topic was being omitted

(Continued from page 13)
us for a twelve year mortgage loan on his
plant. He informed us that his accountant
had suggested that such a loan would fit
his needs. After an analysis of the finan
cial statements of his company and upon
further discussion with the man, we found
he needed funds to finance the purchase
of inventory. We had a tough time con
vincing him that a short term credit would
fill his inventory needs and would cost
him less than a long term mortgage loan
because of his accountant’s earlier advice.
I would like to emphasize that any ac
countant should study thoroughly the
needs of his client before giving him ad
vice so that the advice given will be of
real assistance to him.
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Toledo—Mrs. Mildred E. Koch
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2540 Parkview Avenue, Toledo 6, Ohio
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